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H.R. 4735, A BILL TO AMEND TITLE 5, UNITED
STATES CODE, TO PROVIDE THAT PERSONS
HAVING SERIOUSLY DELINQUENT TAX
DEBTS SHALL BE INELIGIBLE FOR FED-
ERAL EMPLOYMENT

WEDNESDAY, MARCH 17, 2010

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON FEDERAL WORKFORCE, POSTAL
SERVICE, AND THE DISTRICT OF COLUMBIA,
COMMITTEE ON OVERSIGHT AND GOVERNMENT REFORM,
Washington, DC.

The subcommittee met, pursuant to notice, at 2:08 p.m. in room
2154, Rayburn House Office Building, Hon. Stephen F. Lynch
(chairman of the subcommittee) presiding.

Present: Representatives Lynch, Norton, Cummings, Connolly,
Chaffetz, and Issa.

Mr. LYNCH. Good afternoon. The Subcommitee on the Federal
Work Force, Postal Service, and the District Columbia hearing will
now come to order. I want to welcome our ranking member, Mr.
Chaffetz, and members of the subcommittee, all of our hearing wit-
nesses, and all of those in attendance. The purpose of today’s hear-
ing is to examine H.R. 4735, a bill to amend Title 5 of the United
States Code to provide that persons having seriously delinquent tax
debt shall be ineligible for Federal employment.

The Chair, the ranking member, and the subcommittee members
will each have 5 minutes to make opening statements, and all
Members will have 3 days to submit statements for the record.

Mr. LYNCH. Again, thank you all for being here. The subcommit-
tee convenes today to examine and discuss H.R. 4735, which was
introduced by my friend, the subcommittee’s ranking member, Rep-
resentative Jason Chaffetz, on March 3, 2010.

In short, H.R. 4735 prohibits individuals who have a lien placed
against their property by the IRS from being hired for Federal ci-
vilian service, and also requires any Federal employee subject to an
IRS lien to be immediately terminated from employment.

While the equitable and robust enforcement of our tax laws is
commendable, there are serious weaknesses in H.R. 4735 which
call its objective and its efficacy into question. Under current exec-
utive branch regulations on standards of ethical conduct for em-
ployees, the Office of Government Ethics requires that Federal
workers, “Satisfy in good faith their obligation as citizens, includ-
ing all just financial obligations, especially those such as Federal,
state, or local taxes that are imposed by law.”
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In short, this means that a condition of employment there exists
an expectation and a requirement that Federal employees dem-
onstrate the highest degree of integrity in tax matters by both fil-
ing as well as paying their tax obligations. In furtherance of this
policy, there are currently enhanced statutory provisions to allow
the IRS to garnish wages of Federal employees at rates of
recoupment that are in excess of those required of non-government
workers.

While the U.S. Tax Code may be complex, the weaknesses of
H.R. 4735 are not. Simply stated, H.R. 4735 defines the offending
status as, “a seriously delinquent tax debt,” as the existence of a
lien against that employee’s property. Pursuant to H.R. 4735, the
existence of an IRS lien amounts to a legal fact requiring termi-
nation or prohibition of hiring, and against which no rights of due
process exist to challenge the validity or the amount of that lien
before an impartial third party.

Of course, it may argued that the Federal employee may chal-
lenge the validity and the amount of the lien from her place in the
unemployment line after her termination, if she has sufficient re-
sources to do so. However, the unemployed Federal worker is put
at a marked disadvantage and has far less opportunity to challenge
theHIRS decision that is afforded to the individual taxpayers gen-
erally.

Moreover, if it is indeed the objective of this legislation to recoup
taxes by Federal employees, one may reasonably ask would it not
be easier and more profitable to attach and garnish the wages of
an employee who works for the Federal Government than to termi-
nate him or her.

Last, while H.R. 4735 exempts military personnel who owe large
amounts of delinquencies, it ignores the fact that there are thou-
sands of State Department, Treasury Department, Department of
Agriculture, Drug Enforcement Administration, FBI, CIA, and De-
partment of Justice employees who are also serving in hardship as-
signments who could be subject to termination under this bill. Just
as with our military families, those civilian Federal assignments
have put extreme financial pressure on these workers and their
families.

While I understand and in some ways agree with the gentle-
man’s interest in promoting the importance of tax compliance, I
simply find myself unable to support the approach he is suggesting,
as outlined in H.R. 4735. In fact, the measure if enacted as written
might actually diminish the likelihood that the IRS will recoup any
tax debt by leaving the delinquent taxpayer unemployed and there-
fore unable to generate any income to satisfy the debt through an
installment program or a Federal levy.

In closing, it is my hope that these issues and questions concern-
ing the IRS’s collection procedures and potential costs and impact
of H.R. 4735 will be elaborated on further by today’s witnesses. To
that end, I thank each of you for joining us today, and I look for-
ward to your testimony.

I will now recognize our ranking member, the sponsor of H.R.
4735, the gentleman from Utah, Mr. Chaffetz, for 5 minutes.

Mr. CHAFFETZ. Top of the morning to you, Chairman, and thank
you for the hearing in such a timely manner. I do truly appreciate
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it. I would like to ask unanimous consent to enter three documents
into the record. One is the so-called FERTI report, the Federal Em-
ployee Retiree Delinquency Initiative, as well as the TIGTA, Treas-
ury Inspector General Tax Administration, document, as well as
President Obama’s remarks regarding paying of taxes for contrac-
tors that was made on January 20th of this year.

Mr. LyNCH. Hearing no objection, those records are entered into
the record.

[The prepared statement of Hon. Stephen F. Lynch and the text
of H.R. 4735 follow:]
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STATEMENT OF CHAIRMAN STEPHEN F. LYNCH

SUBCOMMITTEE ON FEDERAL WORKFORCE,
POSTAL SERVICE, AND THE DISTRICT OF COLUMBIA
LEGISLATIVE HEARING ON

H.R. 4735
A bill to amend title 5, United States Code, to provide that persons having seriously
delinquent tax debts shall be ineligible for Federal employment

Wednesday, March 17", 2010

Again, let me thank you all for being here. The Subcommittee convenes today’s hearing to
examine and discuss H.R. 4735, which was introduced by the Subcommittee’s Ranking Member —
Representative Jason Chaffetz (UT-03) - on March 3, 2010. In short, H.R. 4735 prohibits individuals
who have a lien placed against their property by the IRS from being hired for federal civilian service and
also requires any federal employee subject to an IRS lien to be immediately terminated from
employment. While the equitable and robust enforcement of our tax laws is commendable, there are
serious weaknesses in H.R. 4735, which call its objective and efficacy into question.

Under current executive branch regulations on standards of ethical conduct for employees, the
Office of Government Ethics requires that federal workers “satisty in good faith their obligations as
citizens, including all just financial obligations, especially those such as federal, state or local taxes that
are imposed by law.”! In short, this means that as a condition of employment, there exists an
expectation and a requirement that federal employees demonstrate the highest degree of integrity in tax
matters by both filing as well as paying their tax obligations. In furtherance of this policy, there are
currently enhanced statutory provisions to allow the IRS to garnish the wages of federal employees at
rates of recoupment that are in excess of those required of non-government workers.

While the U.S. tax code may be complex, the failings of H.R. 4375 are not. Simply stated, H.R.
4735 defines the offending status, a “seriously delinquent tax debt,” as the existence of a lien against
that employee’s property. Pursuant to H.R. 4735, the existence of the IRS lien amounts to a legal fact
requiring termination or prohibition of hiring and against which no rights of due process exist to
challenge the validity or amount of that lien before an impartial third party. Of course, it may be argued
that the federal employee may challenge the validity and amount of the lien from her place in the
unemployment line affer her termination if she has sufficient resources to do so. However, the
unemployed federal worker is put at a marked disadvantage and has far less opportunity to challenge the
IRS decision than is afforded to individual taxpayers, generally.

Moreover, if it is indeed the objective of this legislation to recoup taxes owed by federal
employees, one may reasonably ask: would it not be easier and more profitable to attach and garnish the
wages of an employee who works for the federal government than to terminate him or her?

Lastly, while H.R. 4735 exempts military personnel who owe the largest amounts of tax
delinquencies, it ignores the fact that there are thousands of State Department, Treasury Department,
Department of Agriculture, Drug Enforcement Administration, FBI, CIA, and Department of Justice
employees who are also serving in hardship assignments in Iraq and Afghanistan who could be subject

'5CFR. §2635.101 March 2010
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to termination under this bill. Just as with our military families, those civilian federal assignments have
put extreme financial pressure on these workers and their families.

While [ understand and in some ways agree with the Gentleman’s interest in promoting the
importance of tax compliance, I simply find myself unable to support the approach he is suggesting, as
outlined in H.R. 4735, In fact, the measure, if enacted as written, might actually diminish the likelihood
that the IRS will recoup any tax debt by leaving the delinquent taxpayer unemployed and therefore
unable to generate any income to satisfy the debt through an installment program or a federal levy. In
closing, it is my hope these issues and questions concerning the IRS’s collections procedures and the
potential costs and impact of H.R. 4735 will be elaborated on further by today’s witnesses. To that end,
[ thank each of you for joining us today, and I look forward to your testimony.
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delimquent tax debts shall be mneligible for Federal enaplovment.

IN THE HOUSE OF REPRESENTATIVES

Maren 3, 2010
Cnarrerz (for himself, Mr. Issa, Mro Prees, Mre TENSARLING, Mr.
Bistior of Utah, Ms, Foxx, and My, Rooxey) introdueed the following
bill; which was referred to the Committee on Oversight and Government
Reform

A BILL

amend title 5, United States Code, to provide that per-
sons having seriously delinquent tax debts shall be ineli-
gible for Federal employment.

Be it enacted by the Senate and House of Representa-
twes of the Unated States of America in Congress assembled,
SECTION 1. INELIGIBILITY OF PERSONS HAVING SERI-

OUSLY DELINQUENT TAX DEBTS FOR FED-
ERAL EMPLOYMENT.

(a) IN GENERAL~—Chapter 73 of title 5, United

States Code, is amended by adding at the end the fol-

lowing:
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“SUBCHAPTER VHI-INELIGIBILITY OF PER-
SONS HAVING SERIOUSLY DELINQUEXNT
TAX DEBTS FOR FEDERAL EMPLOYMENT
“§7381. Ineligibility of persons having seriously de-
linquent tax debts for Federal employ-
ment
“{a) DEFINITION.—For purposes of this section—
“(1) the term ‘seriously delinquent tax debt’
means an outstanding debt under the Internal Rev-
enue Code of 1986 for which a notice of lien has
been filed in publie records pursuant to section 6323
of such Code, except that such term does not in-
clude—

“{A) a debt that is being paid in a timely
manner pursuant to an agreement under see-
tion 6159 or section 7122 of such Code; and

“(B) a debt with respeet to which a collec-
tion due process hearing under section 6330 of
sach Code, or relief under subsection (a), (b),
or (f) of section 6015 of such Code, is re-
quested or pending; and
#(2) the term ‘Federal emplovee’ means—

“(A) an employee, as defined by section

2105; and

+HR 4735 TH
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“B) an employee of the United States
Postal Service or of the Postal Regulatory Com-
mission.

“(b) INELIGIBILITY FOR FEDERAL EMPLOYMENT.—
An individual who has a seriously delinquent tax debt shall
be ineligible to be appointed, or to continue serving, as
a Federal employee.

“(e) REGULATIONS.—The Office of Personnel Man-
agement shall, for purposes of carrving out this section
with respeet to the executive branch, preseribe any regula-
tions which the Office considers necessary.”.

(by CreriCAL AMENDMENT.—The analysis for chap-
ter 73 of title 5, United States Code, 1s amended by add-

ing at the end the following:

SSUBCTIAPTER VIH-——INELIGIBILITY OF PERSONS [LAVING SERIOUSLY
DELINQUENT TAX DEBTS FOR FEDERAL EMPLOYMENT

“7381. Ineligibility of persons having serionsly delinquent tax debts for Federal
employment.”.

O

HR 4735 TH



9

Mr. CHAFFETZ. Thank you. I would also like to note for the
record that Mr. Christopher Rizek of Caplin & Drysdale, is one of
our witnesses today. Today is the first time that I have met Mr.
Rizek, but it should be noted that my campaign has used Caplin
& Drysdale for some minor campaign issues. I have had no inter-
action, nor did I have any interaction on the selection of this wit-
ness, but I do think it is proper to note that for the record.

Mr. LyNcH. We will not hold it against him.

Mr. CHAFFETZ. Thank you. At the heart of this matter is an issue
of fairness. And I happen to concur 100 percent with President
Obama, and I am going to read a few comments that he made on
January 20th on the signing of a memorandum blocking tax delin-
quent applicants from obtaining government contracts. From Presi-
dent Obama, “All across this country, there are people who meet
their obligations each and every day. You do your jobs. You support
your families. You pay your taxes you owe because it is a fun-
damental responsibility of citizenship. And yet somehow it has be-
come standard practice in Washington to give contracts to compa-
nies that don’t pay their taxes.”

Further, he went on to say, “The status quo then is inefficient
and it is wasteful. But the larger and more fundamental point is
that it is wrong. It is simply wrong for companies to take taxpayer
dollars and not be taxpayers themselves. So we need to insist on
the same sense of responsibility in Washington that so many of you
strive to uphold in your own lives, in your own families, in your
own business.”

That principle is true for contractors, and I think that same prin-
ciple should be true for Federal employees. The language that has
been presented in this document in much was lifted, if you will, or
patterned after H.R. 572, which I have asked to be joined on as a
co-sponsor. I think it is a good piece of legislation. I am proud to
be a Republican joining on as a co-sponsor of this Democratic ini-
tiative. I think it is right. I support it. And I think we should hope
and expect that it would pass.

My simple point that I am trying to make is that the same prin-
ciple for contractors should be true for Federal employees. Now the
overwhelming majority of Federal employees do the right thing.
They pay their taxes. They work hard. They contribute to the good
of the United States of America. But we have a few bad apples.
And as lawmakers, we have a duty and responsibility to hold them
to a high standard. Many would argue, including me, we should
hold them to a little bit higher standard. If you are going to have
the privilege of working for the United States of America, I think
you have a duty and obligation to pay your taxes.

Now if somebody is trying to do the right thing, the intention is
not to just simply lob off their head and ruin their lives. There are
two fundamental and distinct outs, if you will, in this bill, that I
do take issue with what has been said previously and characteriza-
tions of this bill I think are inaccurate. There are exceptions to
when you would be terminated.

No. 1, a debt that is being paid in a timely manner pursuant to
an agreement. So if you are trying to dig out from under a rock,
you are trying to make good, if you are trying to actually do the
right thing, and you are on a payment plan, of course it would not
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be in the best interest of the United States of America or for that
person individually for them to be fired. So if you are doing the
right thing and you are trying to pay your obligation and you have
a payment plan in place, there is no reason to terminate that em-
ployment.

The second part is a debt with respect to which a collection due
process hearing is requested or pending—there is some language in
between there—but if you have a request for a hearing, or if you
have a hearing pending, again under this law, under this bill, there
would be no reason and no way for your employment to be termi-
nated. I think that is fair.

I am obviously very open to suggestions. But, Mr. Chairman, at
the core of what I am trying to convey here, is that it is a principle
that the President has articulated I agree with. Most people are
not going to be affected by this. If you pay your taxes, there will
not be a problem. But if you are a Federal employee, and you are
not paying your taxes, and you are not on a plan to do so, then I
think you should be fired.

Thank you, Mr. Chairman.

Mr. LyncH. I thank the gentleman, and the Chair recognizes
from the gentle lady from the District of Columbia. Ms. Eleanor
Holmes Norton, for 5 minutes.

Ms. NorTON. Thank you, Mr. Chairman. I think we have more
to be thankful to you today that you called this hearing, given the
markup out of which this hearing developed. I want to say Happy
St. Patrick’s Day to all. I claim admission, not necessarily by herit-
age, but I have a son born on St. Patrick’s Day.

When we agree on basic principles, that ought to be the first
thing we say. And I believe that the overriding principle at the
markup that all agreed upon was that if you were getting paid out
of a pot of the taxpayers, you ought to pay in to your taxes. Nobody
likes to pay taxes, but there is something very one-sided about de-
pending on the taxpayers of the taxpayers of the United States and
being unwilling to do your share.

With that understanding, we quickly found ourselves plunged
into factors about which there was no information. To be sure, who
could disagree that depending on the circumstances—and by the
way, there was very little information on what kind of cir-
cumstances should obtain, but depending on the circumstances, ev-
erybody who works for the Federal Government gets paid out of
that pot and should have paid the taxes before dipping into that
pot for your own wages.

But it was Chairman Lynch who had done so much homework
that he saved us from the law of unintended consequences. We
were put to the test of whether we should vote for a bill where a
hearing had been proved necessary by the abundance of questions
coming from members of the committee. I was particularly con-
cerned because we were dealing with two rarified of sections of
Federal law. One is the unendingly complex and specialized civil
service law that is administered by OPM. The other is an even
more specialized set of law and regulations, and that is the tax
code itself.

So anybody who wants to jump off the cliff without a hearing on
what is going to happen to somebody, whether he keeps his job or
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not, without knowing the consequences in both those sets of law is,
it seems to me, immediately engaged in a project that could result
in unfairness that he never intended. The least we can do when
there are questions raised that were as abundant and as meritous
as the questions that obtained on that day just perhaps 2 weeks
ago is to do what the chairman—who was perhaps chiefly instru-
gental in laying on the table some of what many of us did not
now.

Let us settle those matters. This is not something that will bury
the country if we have a hearing first. Here we will call and put
our side to have a hearing in our own subcommittee. What could
be more to our advantage than that? And I am very pleased that
Mr. Chaffetz, who raised the issue for contractors, those who raised
the issue for Federal employees are now able so quickly after those
questions came to the fore to have a hearing which I believe will
satisfy all concerned.

Thank you, Mr. Chairman, again, particularly for your interven-
tions at the time of the markup.

Mr. LYNCH. I thank the gentle lady. The Chair now recognizes
the ranking member for the full committee, Mr. Issa, for 5 minutes.

Mr. IssA. Thank you, Mr. Chairman, and thank you for holding
this important hearing. I might note that this hearing today is on
H.R. 4735. Since it was not noticed that way, I would like to sug-
gest that we hold a similar hearing on H.R. 572. As the chairman
may know, H.R. 572, the bill that prompted this, never had a hear-
ing.

One of the challenges I think that the chairman and myself as
ranking member faced in the markup was that we had not vetted
many of the issues that were brought up related, particularly by
the majority, related to the Federal employees. The amazing thing,
of course, is every time somebody on either side of the aisle says
“Federal worker,” we immediately realize that what is good for the
goose is good for the gander.

A Federal worker and a Federal contractor have many similar-
ities. Since I served on the House Select Intelligence Committee, I
was very exposed to the fact that we have a huge amount of what
are contract status employees in the clandestine world, but they
are really a company of one. And under the H.R. 572, they would
find themselves, if you will, if you were a CIA contractor of one,
you would find yourself fired over, without protection, under H.R.
572—you would find yourself fired without protection on exactly
what the gentle lady from the District of Columbia and others have
said we want to have as protections not currently in this bill.

So, Mr. Chairman, I hope today as we go through this hearing,
that all of us will have both sides of our brain on, the one that says
“contractor,” and the one that says “person,” because ultimately a
great many of our contractors are either individuals or very small
groups who enjoy all the same problems and burdens that Federal
employees have. Additionally, as it was noted in the markup, Fed-
eral workers most often run into tax problems because they have
small businesses or their family has small businesses, or something
outside of their direct Federal employment.

I believe that if we on a bipartisan basis work together here at
the subcommittee, and then at the full committee, we can find a
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harmonized bill, one that provides appropriately near or absolute
protections for the contractor, thinking in terms often of a contrac-
tor of one, and for the private person. The due process that we ask
for a Federal worker to have is very appropriate, and making sure
that we never have a situation in which a person finds themselves
willing to catch up over time on their taxes, on a voluntary or an
agreed basis, but at the same time wanting the opportunity to dis-
pute taxes they believe they do not owe, and to have all of the nor-
mal due process, while still enjoying a paycheck.

So I would join with the gentle lady from the District of Colum-
bia and say, when we leave this, we have to leave understanding
that a large company or a small company that has a dispute with
the IRS should not find themselves out of a contract and thus un-
able to afford their own defense. Well, in fact, if they are given the
opportunity to go through the process, they may well be vindicated.
Certainly for a private individual who is a Federal employee, the
same is true, and probably more obvious.

So as we go through the hearing today, which I appreciate us
having, hopefully we are looking in terms of harmonization of two
sets of Federal workers, the individual Federal worker, and the
Federal worker under contract. And although they are hugely dif-
ferent in many ways, they are from a standpoint of not paying
their taxes ultimately the same. They can only pay their taxes if
they have income. We only want to make sure that they are in the
process of leading to paying their fair taxes. And as long as they
are, I would assume that the chairman and myself are in total
agreement we would want them to continue being vendors or em-
ployees of the Federal Government, as long as in fact they are
making a good faith effort to either pay their taxes or to dispute
them, as all of us have a right to do.

I thank the gentleman and yield back.

Mr. LYNCH. I thank the gentleman. It is the custom of this sub-
committee to swear all witnesses who are to offer testimony. So,
Ms. Tucker, could I ask you to please rise and raise your right
hand.

[Witness sworn.]

Mr. LyNCH. The record will indicate that the witness has an-
swered in the affirmative. I would like to just offer a brief introduc-
tion of Ms. Tucker. Ms. Beth Tucker is currently the Wage and In-
vestment Deputy Commissioner for Support for the Internal Reve-
nue Service. In this position, Ms. Tucker has oversight over all
wage and investment support organizations, including electronic
tax administration and refundable credit strategy and finance,
business modernization, communications liaison, and equal employ-
ment opportunity and diversity. Welcome, Ms. Tucker. I would like
to offer you the chance to submit an opening statement for 5 min-
utes.

Could you please pull that mic very close to you? It does not
work very well. Let us just see if it is on. I am not sure.

Ms. TUCKER. I think that is better.

Mr. LYNCH. There you go. Thank you.
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STATEMENT OF BETH TUCKER, WAGE AND INVESTMENT DEP-
UTY COMMISSIONER FOR SUPPORT, INTERNAL REVENUE
SERVICE

Ms. TuckeR. Chairman Lynch, Ranking Member Chaffetz, and
members of the subcommittee, I am pleased to appear before you
this afternoon to discuss the IRS collection procedures as they re-
late to Federal employees. Today’s hearing was called to examine
H.R. 4735 that would make persons with seriously delinquent tax
debt ineligible for Federal employment. However, I am not here to
comment on that legislation, but rather to discuss our tax collection
process.

Mr. Chairman, the collection process is the same for all individ-
uals. There are no special rules for Federal employees. If the tax-
payer does not respond to the first or subsequent IRS notices of
late payment, the account becomes delinquent, and the IRS will try
to resolve the issue with the taxpayer over the telephone or in per-
son. There are a number of payment options for those who cannot
pay their taxes on time, such as extension of time to pay, install-
ment agreements, or offer in compromise.

If a delinquent taxpayer does not cooperate, than the IRS may
take and force collection action. Enforcement action can include
serving a notice of levy to attach taxpayer’s income or assets, such
as bank accounts. A levy is a legal seizure of the taxpayer’s prop-
erty to satisfy a tax debt, and in some cases can include the seizure
and sale of real or personal property.

The IRS may also file a notice of Federal tax lien to secure the
government’s interest in the property the taxpayer owns, while es-
tablishing priority as a creditor. However, as discussed in greater
detail in my written testimony, IRS seeks to provide the taxpayer
an opportunity to pay the tax debt voluntarily, making arrange-
ments to pay or supply information to show that the payment
would create a hardship. Enforced collection actions are taken only
after repeated attempts to contact the taxpayer. The taxpayer can
also request a hearing with our Office of Appeals, and has the right
to appeal certain other collection actions.

The Federal Employee Retiree Delinquency Initiative [FERTI],
promotes Federal tax compliance among current and retired Fed-
eral employees. Each year the IRS sends letters to the human cap-
ital offices of Federal civilian agencies and departments participat-
ing in the data matching program to provide current information
on previous year’s delinquency rates and request the agency’s sup-
port in promoting tax compliance within their work force.

The letters also raise awareness about the importance of timely
and accurate returns, reporting all income, having the proper
amount withheld, providing all required information and good rec-
ordkeeping. The IRS is also providing Federal agencies the tools
they need to communicate with their work forces about the impor-
tance of tax compliance.

We have drafted generic materials for all agencies, and at the re-
quest of HUD just this year, tailored them to those employees
struggling to pay their taxes. We have also provided links to IRS
communication products, YouTube videos, public service announce-
ments that HUD can use to communicate with their employees on



14

the Internet and through their own internal communication
venues.

The IRS has also made these outreach and education materials
accessible to a broader audience, ensuring them with 90 other Fed-
eral agencies. We will begin a more comprehensive and aggressive
outreach campaign this fall based on the lessons we have learned
this year.

Mr. Chairman, thank you for the opportunity to testify today. We
believe that IRS rules and procedures, along with the current tax
law and regulations, allow for Federal employees to rectify their
tax obligations. I would now be happy to answer any questions you
might have.

[The prepared statement of Ms. Tucker follows:]
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INTRODUCTION

Chairman Lynch, Ranking Member Chaffetz, and Members of the Subcommittee, | am
pleased to appear before you this afternoon to discuss IRS collection procedures as
they relate to Federal employees.

We understand that this hearing was called for the purpose of examining H.R. 4735, a
bill that would amend title 5 of the United States Code, to provide that persons who
have seriously delinquent tax debts would be ineligible for Federal employment. We are
not here to discuss the merits of that legislation. Rather, we are here to discuss the
present tax collection process.

THE COLLECTION PROCESS

Most taxpayers file accurate tax returns and pay the taxes they owe on time. If a
taxpayer does not pay on time, then the IRS sends the taxpayer a bill (notice). This
action begins the collection process. The collection process is the same for all
individuals. That is, there are no special rules for Federal employees.

If the taxpayer does not respond to the first notice or subsequent notices sent by the
IRS, the taxpayer’s account becomes delinquent. Delinquent accounts may be turned
over to the Automated Collection System (ACS) or to the Collection Field function. ACS
personnel will contact the taxpayer by telephone to attempt to work out an agreeable
payment solution. If the delinquent taxpayer requires field contact, a revenue officer will
try to resolve the account issue with the taxpayer.

There are a number of payment options for taxpayers who cannot pay their taxes on
time. These options include:

+ Extension of time to pay;



16

+ Instaliment agreement;
+ Delaying collection; and
+ Offer in compromise.

If a delinquent taxpayer does not cooperate, then the IRS may take enforced collection
action. Enforcement action can include serving a notice of levy to attach taxpayer
income or assets, such as bank accounts. A levy is a legal seizure of a taxpayer's
property to satisfy a tax debt. In some cases, the IRS will seize and sell property.
However, the IRS will take these last resort actions only after giving the taxpayer an
opportunity to pay the debt voluntarily, make arrangements to pay, or supply information
to show that payment would create hardship.

During the collection process, the IRS may have to file a Notice of Federal Tax Lien to
secure the government's interest. The lien is required by law to establish priority as a
creditor in competition with other creditors in certain situations, such as bankruptcy
proceedings or sales of real estate. Once a lien has been filed, it may appearon a
taxpayer's credit report. In addition, once a lien has been filed, the IRS cannot issue a
Certificate of Release of Federal Tax Lien until the taxes, penalties, interest, and
recording fees are paid in full.

When the IRS pursues enforcement action, the taxpayer still has several options to
satisfy his or her tax debt. Before initiating levy action, a taxpayer has the opportunity to
request a hearing with the Office of Appeals. The taxpayer also has the right to appeal
certain other collection actions. For example, if the taxpayer’s request for an instaliment
agreement is denied, the taxpayer has a right to appeal that determination.

Typically, the IRS will issue a levy only after:

* The tax was assessed and the taxpayer received a Notice and Demand for
Payment;

« The taxpayer neglected or refused to pay the tax; and

* The taxpayer received a Final Notice of Intent to Levy and Notice of Your Right to
a Hearing at least 30 days before the levy.

The Administration’s Fiscal Year 2011 budget request contains two proposals that
would strengthen debt collection from Federal contractors. Moreover, on January 20,
President Obama directed the Commissioner of Internal Revenue to conduct a review of
certifications on non-delinquency in taxes that companies bidding for Federal contracts
are required to submit pursuant tc a 2008 amendment to the Federal Acquisition
Regulation.

A levy on a taxpayer's wages, salaries, commissions, etc., does not have to be served
each time a taxpayer is paid. Once the IRS serves a levy, the levy continues until the
tax debt is paid in full, other arrangements are made to satisfy the debt, or the time
period for collection expires.
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The Federal Payment Levy Program (FPLP) provides an automated process for serving
tax levies and collecting unpaid taxes through the Financial Management Service
(FMS). The FMS uses its Treasury Offset Program to match certain types of Federal
payments to the outstanding tax liabilities.

The types of Federal payments that can be levied under the FPLP o offset tax liability
include:

* Federal retirement annuity income from the Office of Personnel Management;
* Social Security benefits under Title 1i of the Social Security Act;

» Federal contractor/vendor payments; and
s Federal employee salary and travel payments.

This program electronically levies these Federal payments from FMS. The levy will take
15 percent of a taxpayer’s Federal payments (or the exact amount of taxes owed if less
than 15 percent). In Fiscal Year 2009, $100.4 million was received through FPLP on
income earned by Federal employees and retirees. in most cases of defense contractor
payments, however, the levy will take 100 percent (or the exact amount of taxes owed).
"As previously noted, the levy will continue until the tax debt is paid in full, other
arrangements are made to satisfy the debt, or the time period for collecting the tax
expires.

The Federal Employee/Retiree Delinquency Initiative (FERDI)

The FERDI program promotes Federal tax compliance among current and retired
Federal employees. It supports the principle of the Office of Government Ethics
regulation 5 C.F.R section 2635.809 that addresses the responsibility of Federal
employees to “satisfy in good faith their obligations as citizens, including all just financial
obligations, especially those such as federal, state, or local taxes that are imposed by
law.”

The FERDI program began in 1992 in response to proposed legislation to require the
IRS annually to identify Federal employees who were tax delinquent and take
appropriate follow-up action. Although the legislation was not enacted, the FERDI
program continued.

The FERDI program involves the following categories of employees:

Civilian employees, including U.S. Postal Service;

Civil Service or Federal Employee Retirement Systems retirees;
Active duty military personnel;

Military retirees; and

Members of the National Guard and Reserves.
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IRS OUTREACH TO OTHER FEDERAL AGENCIES

Each year, the IRS sends letters to the human capital officers of Federal civilian
agencies and departments with more than 25 employees and a tax delinquency rate
greater than zero percent of the agency's workforce. These letters provide data on the
current and (where available) previous years’ delinquency rates of their active civilian
employees, and requests the agency’s support in promoting tax compliance within their
workforce. Although taxpayer confidentiality laws prohibit the release of tax return
information, upon request, the IRS provides each agency with general demographic
data on its workforce.

In our messages to other Federal agencies, we emphasize the following key points:

» All Federal employees should file and pay their Federal, and any state and local,
income taxes accurately and on time (by April 15), whether they owe additional
tax or are receiving a refund.

s Report all taxable income from all sources for themselves (and spouse if filing a
joint return), such as state tax refunds, interest, dividends, gambling, self-
employed business, etc.

+ Have the proper amount of fax withheld and timely pay the proper amount of tax.

+ Include all required information (IRS Forms W-2, schedules, Social Security
Numbers, etc.) with a tax return.

* Review a tax return for accuracy and keep accurate records of all tax-related
documents,

« Visit www.irs.gov for help and assistance.

Our efforts to equip Federal agencies with what they need to communicate proactively
to their workforce about tax compliance responsibilities began early this year. We first
drafted generic materials and, at the request of the Department of Housing and Urban
Development (HUD), tailored them for HUD employees. At HUD’s request we added
content on options for employees struggling to pay their taxes. We strengthened the
"what to do if you can't pay" messaging in the existing products and developed a stand
alone fact sheet titled, "Can't pay the tax you owe?" for their use. We also provided links
to IRS filing season communication products like YouTube videos and radio public
service announcements that HUD can use to communicate with their employees on the
Internet and through internal TV systems.

The IRS has generalized these materials and is sharing them with 90 other Federal
agencies. We will begin a more aggressive Federal outreach campaign this fall based
on lessons learned this year.

In a separate effort, we worked with the Social Security Administration (SSA) to identify
and reformat a number of IRS tax tip videos that SSA is running as part of its internal
communications throughout the filing season to promote tax compliance within their
agency.
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Military Retirees make up about 30 percent of the FERDI delinquent population and are
not subject to the FPLP. We have ongoing outreach programs to educate this segment
of the FERDI population. For example, we partnered with the Department of Defense to
provide FERDI information to military retirees during transition assistance activities and
to distribute the "Federal Taxes after the Military - What You Should Know" DVD.

CONCLUSION

Mr. Chairman, we thank you for the opportunity to testify on the tax collection process
and to discuss the Federal Employee/Retiree Delinquency Initiative. We believe that all
individuals should pay the taxes they legally owe. This obligation is especially important
in the case of Federal government employees who occupy a special trust and owe a
special duty to be diligent in honoring their Federal and State tax responsibilities. We
believe that IRS rules and procedures, along with current law and regulations, allow for
delinquent Federal employees to rectify their tax obligations.

I would be happy to answer any questions you may have about this subject.
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Mr. LyNCH. Thank you. Just for the record, I would like to get
unanimous consent to submit into the record the National Tax-
payer Advocate 2009 Annual Report. It reads “2009 Annual Re-
port,” but it is actually submitted December 2009, so it is a fairly
recent report.

[The information referred to follows:]
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